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State and local Government Activity 
The Postwar Experience Belated to The National Economy 

O T A T E and local government opera­
tions have been one of the major 
dynamic features of the U.S. economy 
in the postwar period, and currently 
continue to give support to the national 
output and income. The growth of 
general economic activity in turn has 
fostered the expansion of these pubhc 
services by providing greater fiscal and 
financial resources. 

State and local expenditures are 
expected to continue their rise in 1961, 
with purchases of goods and services 
reaching a total of $51 billion for the 
calendar year, up $3K billion from 1960. 
In the fourth quarter of last year, these 
purchases were running at the annual 
rate of around $49 billion. Eeceipts 
by State and local governments are 
likely to rise about $4 billion over 
calendar 1960. These governments 
have had deficits in recent j'ears, and 
these estimates of expenditures and 
receipts imply a further deficit of about 
$3 billion in calendar 1961. 

This article reviews the receipt and 
expenditure patterns of State and local 
governments within the national income 
framework to provide an evaluation of 
postwar trends. The activities of 
States are shown separately' from those 
of local units, so that their respective 
contributions may be analyzed and the 
important role of intergovernmental 
payments brought into focus. 

G r o w t h o f S e r v i c e s a n d C a p i t a l 
O u t l a y s 

The expansion of non-Federal govern­
ment outlays has been at an annual 
average of $3 billion in the postwar 
period, a trend that continues at the 
present time. Goods and services com­
prise the preponderant portion of these 
expenditures and measure tiie part of 
the Nation's output used by these 
governments. In 1960, State and local 
purchases amounted to more tlian $47 
billion in terms of current prices com-
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pared with $15 biUion in 1948 and $7 
billion in 1929. These outlays cur­
rently represent more than 9 percent 
of the gross national product, against 
7 percent in 1929. This proportion 
was much lower in the immediate post­
war period, mainly because of wartime 
restrictions on nonmilitary construc­
tion. 

These governments provide many 
of the civilian nondefense governmental 
services of the communitj'', and expendi­
tures have been closely affected by 
the expanding requirements of our 
dynamic economy. State and local 

STATE AND LOCAL GOVERNMENTS 
Purchases of Goods and Services 
Related to Gross Notional Product 

Patcent of GNP 
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pm'chases have not exhibited the 
cyclical swings shown by the total 
GNP in the postwar recessions, and 
have exercised a moderating influence 
in these periods. 

Factors affecting uptrend 

Several factors of major importance 
have contributed to the expansion. 
Bacldog demand for public construc­
tion, stemming from the cm-tailments 
of depression and war years, has been 
a pervasive element, and the problem 
of overcoming serious shortages of 
facilities is a continuing one. 

The Nation's population increased 
more than 22 percent in the 12-year 
period, 1948-60—^in sharp contrast 
with the little more than 20 percent 
increase in the 19-year period, 1929-48. 
The recent changes in selected age 
groups of particular significance for 
State and local governments have been 
even more rapid. From 1948 to 1960, 
the number of children of school age 
(5-17) increased by 50 percent, and 
the number of persons 65 years and 
over, by 37 percent. 

The mobility of the population and 
the increased degree of urbanization 
have added greatly to the responsi­
bilities of States and localities. The 
explosive growth in metropolitan areas 
is exemphfied by the fact that two-
thirds of the population increase for 
the entire country in the decade 
1950-59 occmTed in these areas, which 
grew from 83 K million to 100 million. 
Problems of adequately servicing these 
vast population centers, which overlap 
city, county, and in some cases State 
jurisdictions, have greatly magnified 
the traditional lines of expenditures 
and added an important array of new 
demands. These new and intensified 
demands occur in such fields as mass 
transportation, basic water supply, air 
pm'ification, and sewage disposal. 

Finally, in addition to the important 
underlying demand factors outlined 
here, the upward sweep of expenditures 
has also reflected the general rise in 
prices and wage costs in the postwar 
period. 

Rise in public assistance and pen­
sions 

In addition to purchases of goods 
and services, State and local govern­
ment expenditures also take the form 
of transfer payments (money not 
derived ixom payments for current 
economic services) and net interest 
charges. Transfers are mainly for 
general public assistance which cm*-
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rently total $3 billion annually, and 
pensions for retired employees of these 
governments, which amount to over $1 
billion. 

Public assistance payments increased 
sharply in the great depression and have 
subsequently grown under the impetus 
provided by the Federal social security 
legislation calling for joint Federal-State-
local participation in this field. Over 
the years, aid programs have been en­
larged in scope, average benefit pay­
ments have followed rises in the cost 
of living, and the numbers requiring 
assistance have increased. The great 
increase in i-etirement benefits reflects 
the larger number of jurisdictions pro­
viding retirement systems, the sharp 

STATE AND LOCALGOVERNMENTS 
TRANSFER PAYMENTS Go Mostly for 
Public Assistance 
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increase in State and local employment, 
the rise in average earnings to which 
retirement pensions are related, and the 
increase in the contributory rates. (See 
chart on this page.) 

Debt service up 

Interest paid by State and local gov­
ernments on their growing debt has 
increased from $}̂  billion in 1948 to $2 
billion in 1960. This has been accom­
panied by a shai'ij rise in interest 
received by those governments on their 
investments in Federal, State, local, 
and corporate obligations. Net interest 
paid by all State and local governments 
has not changed markedly over the 
course of the postwar period, but the 
interest payments nevertheless rep­
resent a substantial outlay for the 
taxing authorities, especially the local 
governments. 

When State and local government 
expenditures are looked at separatelj', 
it is also necessary to take into account 
intergovernmental payments—princi-
palty from States to localities—which 
currently constitute 30 percent of the 
total expenditures of State govern­
ments. These payments are highly sig­
nificant in the financial structure of the 
recipient government, and are discussed 
below in the section on how expenditures 
are financed. 

Broad classes of outlays 

Table 1 shows the relative importance 
of each of the broad classes of expendi­
ture, including intergovernmental pay­
ments, in the States and localities 
respectively. 

Local government purchases of goods 
and services currently account for about 
two-thirds of combined State and 
local purchases, as regularly reported in 
the gross national product. As can be 
seen from the table these local govern­
ment purchases constitute nine-tenths 
of their expenditures, whereas State 
outlays for goods and services represent 
only about three-fifths of the State 
total. 

The unusually high proportion of 
transfer payments to total State out­
lays in 1948 seen in the table is attrib­
utable to payment of veterans bonuses 
in the early postwar period. These, 
of course, have declined to negligible 
proportions in later years. Other forms 

T a b l e 1 . — D i s l r i b i i l i o n o f S t a t e a n d 
G o v e r n m e n t E x p e n d i t u r e s 

States 
Tolul 

Purcliascs of goods and 

Transfer payments to Persons. 

Payments to local govcrn-

Locai governments 

Total 

Purchases ot goods and 

Transfer payments to persons. 

Payments to State govern-

1920 1048 

Local 

1900 

Percent 

100.0 

70.3 
3.2 
.7 

10.8 

10O.9 

88.5 
2.4 
8.3 

.8 

100.0 

60.1 
20.2 
- . 0 

30.7 

109.0 

88.3 
8.1 
2.7 

.8 

100.9 

68. G 
11.4 
- . 0 

30.6 

100.0 

90.7 
,5.7 
2.0 

1.0 

Source: U.S. Department of Commerce, OlDco of Business 
Economics. 

of transfer payments by both State 
and local governments have increased 
at about the same rates. 

Composition of public services 

The distribution of expenditures by 
function is shown separately for States 
and localities in table 8; 1959 is the 
latest year for which detailed data can 
be derived. For States, the table shows, 
in addition to a breakdown of direct 
expenditures, the functional distribu­
tion of their payments to local govern­
ments. The chart on page 18 indicates 
for each major function performed the 
relative importance of the direct out­
lays by States and by local units. 

The distribution of functional out­
lays has remained fairly stable in the 

T a b l e 2 . — D i s t r i b u t i o n o f S l a t e a n d 
G o v e r n m e n t R e c e i p t s 

Stales 

Total 

Contributions for social in-

Current surplus of govern-

Federnl grants-in-aid 

Local government payments-

Local governments 

Total 

Contributions for social in-

Ourrent surplus of govern-

Foderal grants-in-aid' 
state government payments.. 

1929 1948 

L o c a l 

1000 

Percent 

100.0 

01.4 

1.5 

.7 
4.3 
2.0 

100.0 

87.0 

1.4 

3.7 
.3 

0.8 

100.0 

77.1 

4.8 

2.0 
16.1 
1.0 

100.0 

03.8 

2.0 

6.3 
4.2 

24.7 

100.0 

7X1 

0.8 

2.0 
17.8 
1.4 

100.0 

03.3 

3.1 

4.0 
4.0 

2-1.1 

1. Sum-s paid directly to local units, plus funds clianneled 
tlirougli states. 

Source: U.S. Department of Coraraerce, OlDco of Business 
Economics. 
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Table 3.—Distribution of State and Local 
Government Taxes and Noutaxcs 

Slates 

Toloi.. 

Sales 
Income 
Motor vehicle 

licenses 
Property 
Deatli and gift-— 
other taxes 
Non taxes 

Local governments 

Total 

Property 
Sales 

• Income 
.\ll other taxes.. 
Nontaxes 

1929 1918 1900 

Billions of dollars 

2.1 

.4 

.3 

.3 

.3 

.2 

.4 

4.3 
.0 

7.6 

3.7 
1.2 

.6 

.3 

.2 
1.2 
.5 

7.5 

6.8 
.4 
.1 
.3 
.9 

18.9 

8.7 
3.1 

1.0 
.0 
.4 

3.0 
1.6 

20.3 

15.4 
1.1 
.3 
.7 

2.8 

1029 1948 1900 

Percent 

19.3 
13.2 

16.8 
10.2 
7.7 

18.0 
9.0 

100.0 

83.7 
.6 

2.5 
13.3 

100.0 

48.8 
1,1.0 

8.2 
3.0 
2.4 

15.3 
0.1 

100.0 

77.9 
6.3 
.7 

4.0 
12.1 

100.0 

45.0 
10.4 

3.3 
1.9 

15.8 
8.1 

100.0 

70.1 
5.0 
1.3 
3.4 

13.0 

NOTE.—Comparable data are avaliabio on request for 1910, 
1042,1947, 1919-59. 

Source: U.S. Department of Commerce, Olllce of Business 
Economics. 

postwar period. At the State level, 
the principal shifts that occurred were 
in two areas: Highway outlays rose 
from less than one-fourth to one-third 
of the direct expenditure totals, and 
veterans benefits declined from one-
tenth to less than 1 iDercent. Public 
assistance had increased sharply in 
relative importance in the prior period, 

STATE AND LOCAL GOVERNMENTS 
Expend i tu res by M a j o r C a t e g o r i e s 

Billion $ 
201 '• 

advancing from 3 percent of State 
outlays in 1929 to one-sixth in 1948. 
Other principal elements of contrast 
between the 1929 and 1948 patterns 
were the rise in veterans benefits and 
the decline in highway expenditures. 

In the case of local governments, 
there was an increasing emphasis on 
educational outlays during the postwar 
l^eriod. The relative importance of 
these rose from 36 percent to 42 percent 
for the most recent year. In the period 
prior to 1948, the change in pattern 
was similar to that shown for the States, 
with public assistance increasing in 
relative importance and street and road 
expenditures declining. 

The largest component of expendi­
tures—-purchases of goods and serv­
ices—may also be anatyzed in terms of 
broad object categories: compensation 
of general government employees, new 
construction put in place, and all other 
purchases. (See table 9.) 

Payrolls comprise half of purchases 

To provide the services rendered. 
State and local governments employ 
over 5 million persons (full-time equiva-
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10 

Education and highways account for half of total direct expenditures. 
Over four'fifths of educational outlays made by localities. 
Almost two-thirds of highway outlays made by States. 

195948 29 

Education 

1959 48 29 

Highways 

1959 48 29 

General 
Government 

195948 29 
Public Health 

and Sanitation 

1959 48 29 
Public 

Asslttance 

195948 29 

Civilian 
Safely 

U. S. Department of Commerce, Office of Business Economics 61-3-17 

lent employees), or roughly 1 out of 
every 12 workers in the country. 
About 40 percent of this number are 
engaged in school activities. In the 
aggregate, these governments consti­
tute a larger employer than the Federal 
Government—including in the latter 
both civilian and inilitarj'^ personnel; 
they employ a working force that is 
almost one-thu'd as large as the total 
emplojanent in all manufacturing 
industries. 

Direct payroll costs in the form of 
wages and salaries and fringe benefits 
make up approximately half of the 
total purchases of goods and services by 
these units. The total compensation 
of the combined jurisdictions in 1960 
amounted to over $25 billion (or 8)2 
percent) of the total national payroll; 
in 1948, it amounted to $8% billion and 
represented 6 percent of the national 
totiil. (See chart on page 19.) 

Both employment and average 
earnings have mounted rapidly. The 
latter showed a larger percentage rise, 
and accounted for more than half of the 
total increase in compensation over the 
period. 

Major role of construction 

In addition to being one of the largest 
employers of labor. State and local 
governments are also a major investor 
in capital goods. Collectively, their 
construction projects in 1960 repre­
sented over one-fifth of new construc­
tion put in place for the Nation as a 
whole. 

The building of new highways and 
improvement of existing roads and 
streets accounts for almost half of total 
State and local construction. Such 
highway activity comprises about four-
fifths of all State construction, but only 
about one-sixth of the local total. The 
next largest category is for educational 
purposes. This type of construction 
rose rapidly after the end of World War 
I I but has ranged around $2^ billion a 
year since 1955. Local governments 
account for four-fifths. They are also 
responsible for much of the remainder, 
currently expending about $3 biUion 
annually for sewer and water improve­
ments, hospitals, and miscellaneous 
public building. 

Despite the appreciable growth in 
construction activit}'^, communit}'- needs 
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are mounting so much more rapidly that 
formidable pressures still persist. It is 
in this important area that fm'ther 
expansion may be most likely, de­
pending in large measure, of course, on 
the financial resources that can be 
mustered. 

In addition to compensation for per­
sonal services and construction outlays. 
State and local governments expended 
over $9% billion in 1960, or one-fifth of 
total piurchases, for equipment, utility 
services, and the vast array of other 
goods necessary to carry on the general 
housekeeping functions of government. 
While comprehensive information on 
the composition of these pm-chases is 
not at hand, available data indicate 
that $1 bUlion out of the $9K biUion 
represented outlays for major equip­
ment items, such as motor vehicles, 
school and office furniture, and the like. 

How Expenditures Are 
Financed 

Financing the burgeoning volume of 
expenditures has posed serious prob­
lems for State and local authorities, 
and imposed considerably enlarged tax 
burdens on individuals and other tax­
payers. These governments entered 
the postwar period mth a substantial 
accumidation of reserves, stemming 
from the excess of tax and other re­
ceipts over expenditm-es during war­
time. In the subsequent period, how­
ever, expenditures soon outstripped the 
advances in taxes, even though dra­
matic increases occurred in the major 
revenue sources—^income, sales, and 
property taxes—from 1948 to 1960. 
Despite these advances however. State 
and local governments have had to rely 
heavily on intergovernmental grants 
(including large Federal payments) 
and on borrowing. 

Along with the marked increases in 
taxes in the postwar period, there have 
also been appreciable advances in 
contributions for social insurance and 
in the current surplus of government 
enterprises. Together these account 
for about one-tenth of total receipts 
in 1960. Contributions for social in­
surance—currently $2K billion—finance 
retirement and sickness benefits for 
State and local government employees. 
These receipts have increased sub-

STATE AND LOCAL GOVERNMENT PURCHASES 
OF GOODS AND SERVICES, 1960 

Relative Composition of State and Local Purchases 
Compared with National Outlays 

TOTALt Employee Pay 
artd Construction Outlays 
Cohstitute Four-Fifths of 
State a n d L o c a l 

- .- Purchases 

CONSTRUCTION: State 
and Local Account 
for Over One-Fifth 
of Al l C o n s t r u c t i o n 
Activity 

C O M P E N S A . 
TION: State and 
Local Wage Bill 
N o w Exceeds 
Federal 

100 

75 

50 

25 
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Table 4.—Distribution of Direct Expenditures Financed by Receipts 
Governments and from Own Resources 

Slates 

Totnl direct expondituros 
Qonoral government 
Uoalth, education and wol-

Publlo assistance 

Commerce and housing 

Agricultural and natural 

Local governments 

Total direct expondituros 
General government 
Health, education and wd-

Commcrce and housing 

Agriculture and natural rc-

1020 

Percent financed by— 

Total 

100 
100 

100 
100 
100 
100 
100 

lOO 

Intorgovorn-
montul re­

ceipts 

Federal 

0 

1 
n.a. 
n.a. 

10 
11 

21 

Local 

3 

0 
n.a. 
n.a. 

1 
2 

Own re­
sources 

01 
100 

93 
n.a, 
n.a. 

80 
87 

70 

1929 

Percen t Dnoncod b y -

Total 

100 
100 

100 
100 
100 
100 
100 

100 

Intorgovorn-
montal re­

ceipts 

Federal 

1 

State 

0 

10 

10 
2 
2 

Own re­
sources 

04 
00 

90 
100 
84 
OS 
98 

100 

1048 

Percent financed by— 

Totnl 

100 
100 

100 
100 
100 
100 
100 

100 

Intergovern­
mental re­

ceipts 

Federal 

22 

20 
04 
3 

22 
23 

15 

Local 

2 

2 
4 

2 
2 

Own re­
sources 

70 
100 

72 
32 
97 
70 
75 

85 

1948 

Percent financed b y -

Total 

100 
100 

100 
100 
100 
100 
100 

100 

Intorgovorn-
mental re­

ceipts 

Federal 

4 
1 

4 
26 

1 

2 

State 

25 

25 
40 
34 
25 
32 

1 

Own re­
sources 

71 
99 

71 
34 
00 
74 
68 

97 

from Other 

1059 

Percent financed by— 

Total 

i 
s
s
is

i 
is

 

Intergovern­
mental re­

ceipts 

Federal 

31 

23 
00 
4 

63 
50 

16 

Local 

2 

1 
2 

2 
2 

Owr 
SOUI 

iro-
ms 

67 
inn 
76 
3H 

44 
42 

84 

1959 

Percent financed by— 

Total 

100 
100 

100 
100 
100 
100 
100 

100 

Intorgovom-
mental re­

ceipts 

Federal 

4 
1 

6 
37 
2 
1 
1 

5 

State 

22 

25 
24 
33 
22 
38 

2 

Owi 
SOU 

iie-

74 
Oil 

69 
39 
6,̂  
77 
61 

ni 

NOTE.—Intergovernmental receipts are related to expenditures as defined for national income purposes, and hence the 
percentage relationslilps sliown may difior somewhat from those obtained wlien other budgetary definitions of cxpondlturcj 
aro used. Seo note on source material at end of tliis article. 

Source: U.S. Department of Commerce, Office of Business Economics. 
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T a b l e 5 . — S t a t e a n d L o c a l G o v e r n m e n t s : 
S o u r c e s a n d U s e s o f F u n d s 

(Billions of dollars) 

1948-50 1951-63 1954-66 1067-59 

Total Sources.. 

Surplus or deficit (— on 
income ond product 
account 

Pen.slon funds 
General and otiicr funds. 

Borrowing-

Total Uses... 

Flnoncial assets 
Demand deposits 
Time deposits 
U.S. Treasury securities 
Corporate and other 

securities 
State and local securities 

Purchases of land and 
existing structures, net.. 

Errors and omissions 
Addendum: 

Now construction and 
equipment 

(Average of three fiscal years) 

2.2 

- . 2 
.6 

- . 8 

2.6 

2.0 

1.6 
.5 
.2 
.5 

.1 

.3 

.3 

.2 

- . 1 
.8 

-1 .0 

2.8 

2.7 

2.3 
.4 
.1 

1.1 

.4 

.2 

.4 

.0 

4.4 

l!2 
- 1 . 9 

6.1 

4.0 

3.1 
.6 
.3 

1.2 

.4 

10.0 

3.2 

-1.6 
1.7 

-3.3 

4.8 

3.0 

2.4 
- . 1 

.4 

.3 

1.3 
.6 

1.2 

12.8 

Sources: U.S. Federal Deposit Insurance Corporation; 
U.S. Treasury Department; U.S. Department of Commerce, 
Bureau of the Census, and Oflicc of Business Economics. 
Three-year averages iiavo been used to lieip overcome prob­
lems of timing arising from the diverse source materials used. 

staiitially over the years. The current 
surplus of government owned enter­
prises has been a fairly stable propor­
tion of total receipts. A major portion 
of this surplus, about three-fourths in 
1960, is derived from the utilitj^-type 
enterprises owned by local govern­
ments. 

Taxes rise, but proportion of receipts 
declines 

The relative importance of tax and 
related revenues (nontaxes ') in State 
financing declined in the postwar pe­
riod—from 77 percent in 1948 to 72 
percent in 1960—^primarily as a result 
of a fm'ther stepup in Federal grants. 
For localities the proportion of taxes 
and related revenues has remained 
stable at about two-thirds of the re­
ceipts total. In 1929 these proportions 
Avere much higher for both State and 
local governments, as intergovernmen­
tal financing was much less extensive 
in that j 'ear. (See table 2.) 

In aggregate, the revenues derived 
from taxes and nontaxes have been 
about equally divided between State 
and local units during the postwar 
period. In 1929 States received less 

than one-third of the combined tax 
total, and according to Census histori­
cal data, the State proportion was less 
than one-fifth around the turn of the 
century. Although similar in total. 
State, and local taxes are drawn from 
quite different tax sources. 

Pattern of State taxes 

Sales taxes provided almost half of 
the $19 bilhon State total in 1960— 
roughly the same proportion as in 1948. 
(See table 3.) The revenue from 
general sales taxes amounted to about 
$4 billion in 1960, gasoline taxes con­
tributed an additional $3 billion, and 
the balance, $1}^ billion, was divided 
between liquor and tobacco taxes. 
The next tlu-ee largest tax revenue 
pi'oducers—personal income ta.x, motor 
vehicle licenses, and corporation profits 
taxes—each produced between 7 and 
10 percent of the State tax total. The 
remainder of the tax receipts—about 
20 percent—includes, in addition to 
property taxes (principally property 

1. Taxes aro distinguished from nontaxes in that tlie former 
are compulsory payments U) finance public needs, while 
the latter are payments made I)y recipients of specific goods 
and services provided by general government, such as tuition 
payments to State universities, fees charged by government 
hospitals, rents, royalties, fines, and penalties. 

other than real estate) and death and 
gift taxes, such diverse revenue sources 
as gi'oss receipts taxes, licenses, permits, 
and severance taxes which are not 
sepai'atelj'^ classified. 

State tax revenues have increased 
substantially in the postwar period, 
reflecting the upsurge of incomes and 
consumer spending. These increases 
in the tax base were insufficient in 
themselves to produce the additional 
revenues necessary to cover require­
ments and tax rates were increased and 
new revenue sources sought. 

Despite the continued efforts of 
State legislatures to tap new revenue 
som-ces, and to increase the yield of 
existing ones, the overall composition 
of taxes has shown little change over 
the period since 1948. As compared 
with 1929, the cui-rent distribution 
shows a heavier reliance on sales taxes, 
and personal income taxes, while prop­
erty, motor vehicle, and death and 
gift taxes have declined somewhat in 
relative importance. (See following 
chart.) 

STATE AND LOCAL GOVERNMENTS: Patterns of Receipts 

STATE 

Sales taxes and Federal aid have increased In importance since 1929 

In postwar period about half of receipts derived from sales 

and income taxes 

Intergovernmental payments 

Sales taxes 

• Nontaxes and government 
enterprise surplus 

* Property taxes 

LOCAL 

Dependence on property tax has decreased since 1929 

Federal and State old have increased 

1929 

U. S. Deportment o( Cotninfirce, Office of DuuMU Economta 

1948' 1960 

61-3-20 
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Table 6.—Gross Operating Revenue and 
Expenditures of Government Enterprises 

(Biiilons ot dollars) 

State enterprises: 

Gross operating revenue 
Gross operating expenditures. 
Current surplus 

Local enterprises: 

Gross operating revenue 
Gross operathig expenditures. 

1929 

0.0 
.0 
.0 

.5 

.3 

.2 

1948 

1.1 
.9 
.2 

1.9 
1.3 
.6 

19G0 

1.0 
1.4 

. 5 

4.3 
2.7 
1.0 

Sources: U.S. Department of Commerce, Bureau of the 
Census, and OSRca of Bushicss Economics 

Pattern of local taxes 

Local government tax receipts are 
much more concentrated, with con­
tinued heavy reliance on property 
taxes. In 1960, property taxes alone 
accounted for three-foui'ths of total tax 
and nontax receipts with the next 
largest tax source—sales taxes—con­
tributing less than 6 percent, and all 
other taxes together 5 percent. Non-
taxes at the local level are a significant 
revenue source, providing almost 14 
percent of the total. These are comprised 
of such items as special assessments for 
property improvement, hospital, tuition, 
recording fees, and sanitation charges. 

Real property taxes are levied almost 
exclusively by local governments, and 
in 1929 vu'tually all local taxes were 
derived from this source. Under pres-
siu'es for additional tax revenue, some 
localities had by 1948 begun to levy 
sales and income taxes. The relative 
importance of these revenues, 5 percent 
and 1 percent respectively, has not 
clianged over the coui-se of the postwar 
period, with the result that the 1948 
and 1960 compositions of tax and non­
tax receipts are virtually the same. 

As compared with 1929, State tax 
receipts have risen more rapidly than 
those of local units, which is in line 
with the traditional view that tax 
receipts from real estate will lag 
beliind other revenue sources more 
closely attuned to changing levels of 
economic activity. In the postwar 
period, however, local taxes have kept 
pace with those of the States, and this 
is mainly attributable to the tremen­
dous growth in m-ban and suburban 
areas which have brought into the real 
estate base a large volume of high 
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value property, and to advancing tax 
rates. 

Major role of intergovernmental 
assistance 

Intergovernmental assistance ^ cov­
ered about one-third of the total direct 
outlays of State governments, and 
about one-fourth of the local outlays in 
1959, the last year for which detailed 
information is available. 

This is shown by the chart on this page 
which also brings out that on 
balance localities were the only 
net recipients of intergovernmental 
assistance, because for States inter­
governmental payments exceeded inter­
governmental receipts. 

Table 4 summai'izes separately for 
State and local governments the propor­
tions of the outlays for various types of 
broad functions financed by inter­
governmental assistance. It also shows 
for each of these functions the residual 
covered from the resources of the juris­
dictions maldng the outlays—taxes and 
related receipts and borrowing. 

As important as these payments are 
in relation to total outlays, their major 
role in financing particular functions is 
even more striking. In the case of the 
States, assistance from the Federal 
Government provides three-fifths of 
the outlays for public assistance, and 
more than half of the highway total. 
For local governments, intergovern­
mental payments cover one-third of 
education outlays—the largest com­
ponent in the local budget—three-fifths 
of the public assistance outlays, and 
about two-fifths of the expenditures 
for roads and streets. 

Development of Federal aid 

Largely due to social security 
grants, the relationship of Federal 
assistance to total State and local 
receipts rose from l}i percent in 1929 
to 8K percent at the outbreak of World 
War II. By 1948 total Federal grants 
had risen to $2 billion, with public 

2, This assistance can talco the form of grants or ot a sharing 
of specific revenues by tho collecting government witli Its 
liolitlcal subdivisions. Partly duo to tho dlfilcuUles in­
volved in many cases in specifying the gcograpliic origin ot 
tlio revenue to be shared, and partly because of tho dcsiro to 
recognize tlie varying needs of dilTcront localities, shared 
toxcs iiavo tended to sliode imperceptibly into outright 
grants. Tiie Census of Governments does not find it prac­
ticable to maintain the distinction on an aggregate basis, and 
tills review follows tlielr practice In combining the two In 
intergovernmental payments. 
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assistance programs accounting for 50 
percent of the total. 

Support for highway improvement, 
which had dropped off dming the war 
years with the curtailment of construc­
tion, accounted for one-fiith of the 1948 
grant total. Highway aid rose steadily 
in the years immediately following, and 
spurted sharply after 1956 with the 
initiation of the interstate highway 
program. In the period 1956-60, the 
Federal Government has made avail­
able to the States a total of more than 
$9K billion for highway purposes. Five 
billion doUars went to finance the new 
interstate system and $4}̂  billion was 
expended to support the longstanding 
primary and secondary highway and 
road programs. 

The Federal Government has also 
extended assistance for a wide array of 
other activities. The combined outlays 
for all of these purposes amounted to 
$K billion in 1948, and are currently 
about $1 billion higher. The principal 
advances have occurred in grants for 

INTERGOVERNMENTAL FLOWS 
State Receipts From Other 
Governments Have Risen And These 
Currently Are Used to Finance About 
Thirty Percent of State Outlays 

Percent of outlays 

30 

20 

10 

For Local Governments. Receipts From 
All Other Governments Constitute 
About One-Fourth.of Their Expenditures) 

Porcent of outlays 

Federal H 

m^^s^. 

vW""̂ -* 

State Payments to Localities Have 
Exceeded Federal Grants to States 

Billion Dollars 

81 

Payments 
to localities Receipts 

from 
. Fed. Gov't 

1929 1948 1960 
Includes small amounts of local poymonts to States 

U. S. Department of Commerce, OfRce of Builnett Economics 6 I~3 '2 I 
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school operation and construction in 
federally afi'ected areas, defense educa­
tional activities, public health services, 
employment security administration, 
and atomic energy research. 

State help to localities 
State governments have recognized 

from the outset their need to assist local 
governments in providing public educa­
tion, and education has remained up to 
the present time the dominating portion 
of State assistance to localities. 

State highway aid developed later as 
the need arose for arterial highway 
systems going beyond the borders of 
local jurisdictions, with the recognition 
by the States that these responsibilities 
were beyond the scope of the local 
units. 

Public assistance is the third major 
local function receiving State support, 
and like its Federal counterpart. State 
assistance shot up during the depression 
period as States came to the aid of hard-
pressed localities. As an outgrowth of 
the Federal social security legislation, 

FISCAL POSITION OF STATE AND 
LOCAL GOVERNMENTS 

For Most of the Postwar Years 
States have shown Surpluses 
on Income and Product Basis 

Billion Dollars 

30 

but Local Governments show 
Deficits in all years 

0 I J I J I J I J I J ' . ' I . I ' . I I. ' 
1948 50 52 54 56 5*8 60 6*2 64 

U. S. D*partm«nt of Comm«rc0, Oflic* of BuiInMt Economlci 6 t - 3 - 2 2 

States have also instituted continuing 
programs of local welfare assistance. 

State payments to localities have 
also supported a host of additional pro­
grams which are individually rather 
small, and in total have amounted to 
about ^Yi billion a year, registering little 
change in the aggregate since 1948. 

Debt up threefold since 1948 
The growing deficits in State and lo­

cal fiscal operations reflect in consid­
erable measure the expanding volume 
of construction and related equipment 
expenditures which are debt-financed 
to a large degree. In contrast to the 
war period when this type of expendi­
ture was sharply curtailed and States 
and localities were able to reduce their 
outstanding indebtedness, the 1948-60 
period has witnessed a more than three­
fold expansion in both the volume of 
heavy capital outlays and of debt. The 
latter has risen from $18K billion in 
1948 to $67 billion in 1960, w th local 
governments accounting for about three-
I'ourtlis ot the borrowing. The total 
debt increased at an annual average rate 
of $2K billion in the first half of this 
period, and has been advancing at a 
rate of $5 billion a year in the latter 
half. 

In recent years the annual gross vol­
ume of bonds issued exceeded tlie 
publicly offered bond issues of all U.S. 
corporations, and was second only to 
that of the U.S. Treasury. The scale 
of those operations has expanded the 
specialized market for State and local 
obligations, facilitating the flotation of 
new issues, and the purchases and sales 
of existing ones. Investors have been 
drawn increasingly into this market 
because the interest income is exempt 
from Federal income taxation. 

The largest proportion of the new 
bond issues in the past several years 
has been raised for school construction; 
three-tenths of the borroAving last year 
was for this purpose. Funds for water, 
sewer, and other utilities have been 
second, and for roads and bridges, third. 
Borrowing for highways was of greater 
importance earlier in the 1950's, when 
toll road construction was advancing 
at a rapid rate; this type of construc­
tion, however, has dwindled with the 
introduction of the interstate highway 
grant program. 

Tabic 7.—State and Local Government 
Receipts and Expenditures 

(Millions of dollars) 

1020 lO-IS 1063 1057 1900 

state government re­
ceipts . 

Taxes and nontaxes... 
Contributions for so­

cial Insurance 
Current surplus of 

govornmont enter­
prises i 

Federal grants-in-aid.. 
Local government 

payments 

Slate government ex­
penditures 

Purcliasesotgoodsand 
services 

Transfer payments to 
persons 

Net interest paid 
Interest paid 
Lc5s: Interest re­

ceived 
Payments to local gov-

ernmonts 
Surplus or deficit 

(—) on income 
and product ac­
count — 

Local government re­
ceipts 

Taxes and nontaxes--. 
Contributions for so­

cial insurance 
Current .surplus of 

government enter­
prises 1 

Federal grants-in-aid.. 
State government 

payments 

Local government ex­
penditures 

Purcliases of goods 
and services 

Transfer payments to 
persons 

Net interest paid 
Interest paid 
Less: Interest re­

ceived 
Payments to state gov­

ernments 
Surplus or deficit 

(—) on income 
and product ac­
count 

2,350 
2,148 

10 
102 

4S 

2,028 

1,B47 

65 
14 
08 

84 

402 

322 

5,303 
6,187 

83 

21G 
16 

402 

6,353 

6,024 

153 
628 
676 

147 

48 

- 4 5 0 

9,871 
7,614 

473 

14,817 
11,491 

041 

104 
1,403 

97 

9,67G 

4,795 

1,032 
- 6 1 

93 

154 

2,910 

295 

11,770 
7,609 

230 

622 
493 

2,910 

11,814 

10,435 

058 
324 
467 

133 

07 

- 4 4 

292 
1,902 

191 

14,225 

7,046 

1,995 
- 1 2 8 

178 

306 

4,713 

592 

18,708 
11,747 

418 

931 
900 

4,713 

19,088 

17,221 

1,223 
463 
630 

183 

191 

-320 

21,243 
16,874 

1,464 

440 
3,038 

427 

20,574 

11,022 

2,459 
- 1 5 7 

374 

631 

0,360 

069 

26,016 
16,300 

817 

1,406 
1,048 

6,350 

27, C86 

24, 903 

1,000 
600 

1,025 

320 

427 

- 1 , 6 7 0 

26,200 
18,000 

1,800 

.500 
4,600 

400 

25,300 

14,800 

2,000 
- 1 0 0 

500 

700 

7,700 

900 

32,100 
20,300 

1,000 

1,600 
1,600 

7,700 

35.800 

32,500 

2,000 
900 

1,500 

500 

400 

-3,800 

1. The treatment of tliis Item dllTers from tliat in the reg­
ularly published national Income account table In that It is 
olasslQed hero as a receipt rather tlian as a negative expend­
iture. 

NOTE.—Comparable data aro available on request for 
1940,1942,1047, 1949-62,1954-60,1068, and 1969. 

Source: U.S. Department of Commerce, Ofllce of Business 
Economics. 

The carrying charges of the expanded 
volume of debt are a combination of 
interest and debt amortization. The in­
terest paid has risen from $% billion 
in 1948, to $2 billion last year, reflecting 
advances in interest rates as well as in 
the volume of debt. Data on amortiza­
tions are not separately available, but 
indirect measures of debt retirements 
suggest that the proportion of interest 
paid and amortization to total State 
and local receipts has shown little 
change from 1948 to 1960. The future 
needs for construction imply that 
borrowing on a substantial scale will 
continue, unless tax revenues and inter­
governmental payments can be in­
creased sufficiently to bridge the gap. 
A further expansion of debt, however, 
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is subject to difficulties arising from 
legal limitations on State and local 
authorities to incur debt, and voters' 
approval where required. 

The State and local government 
deficit on income and product account 
is not equivalent to the change in out­
standing debt, mainly because the re­
ceipts and expenditures on which it is 
based exclude changes in financial 
assets and land transactions. More­
over, it should be noted that the deficit 
is a consolidated figure which includes 
the operations of the important pension 
trust funds. Since these funds operate 
at a surplus, the deficit resulting from 
all other government activities is ap­

preciably greater tlian that indicated 
by the consolidated deficit. This larger 
deficit for all activities excluding the 
pension trust funds may be a better 
indicator of financial pressures, because 
trust fund surpluses finance govern­
ment operations only to the extent that 
they are invested in State and local 
obligations. The State pension fund 
surpluses are particularly important, 
and are largely responsible for the 
overall surplus on income and product 
account that is shown for State govern­
ments in table 7 and the chart on 
page 22. 

Table 5 shows the relationships 
among the deficit, borrowing, and the 

changes in financial and other assets 
involved. As can be seen, along m t h 
increased borrowing States and locali­
ties have also increased tlieir holdings 
of financial assets. This is attributable 
to several factors. The accumulated 
surpluses of pension and other trust 
funds are invested in this type of asset. 
Additionally, the flotations of bond 
issues generallj' precede the e.\ponditurc 
of the funds raised so that these 
governments have on hand at any given 
time a considerable volume of unex­
pended sums whicli are held on deposit 
or invested in income-producing securi­
ties. Finally, liquid balances have 
necessarily increased as a consequence 

Table 8.—Stale and Local Expenditures hy Type of Function 
(Millions otdollavi!) 

Total 

Qeneral property and records man-

Central personnel management and 

other 

other 

Police 
Fire 

Hegulation of commerce and finance. 

Housing and community redevelop-

Publlo utilities 

Electricity 

Otlier -

Conservation and recreational use of 

1948 

State 

Total 

9,576 

610 

298 

20 

319 
-61 

34 

5,046 

770 
2,301 

n.a. 
n.a. 
n.a. 

1,408 
204 

n.a. 

n.a, 
163 

769 

2,242 

107 

2,121 
2,119 

2 
13 

1 

204 

140 
30 

645 

Pay­
ments 
to local 
govern­
ments 

2,910 

5 

6 

1,863 

20 

1,416 
n.a, 
n.a, 
n.a, 
390 

32 
n.a. 

n,a. 

493 

480 
478 

2 

13 

4 

545 

Fo 

Total 

6,C66 

605 

203 

20 

310 
-61 

34 

3,183 

744 

946 
742 
70 

134 
1,108 

232 
73 

169 
1.53 

769 

1,749 

107 

1,641 
1,641 

1 

204 

136 
30 

own purpose 

Pur­
chases 

of goods 
and 

services 

4,795 

514 

293 

20 

167 

34 

2,146 

744 

930 
742 
70 

118 
87 

232 
73 

169 
163 

16 

1,749 

107 

1,041 
1,641 

1 

204 

130 
39 

Transfer 
pay­

ments 
and net 
interest 

paid 

1,871 

91 

152 
-01 

1,037 

10 

10 
1,021 

743 

Local 

Total 

111,814 

1,504 

013 

139 

441 
324 

47 

7,494 

1,226 

4,196 
4, 053 

49 
94 

1,006 
1,006 

678 
405 
83 
1 

1,960 

1,482 
1,-132 

118 

360 

121 
185 

385 

'411 

Pur­
chases 

of goods 
and 

services 

10,435 

1,066 

613 

139 

207 

47 

6,719 

1,226 

4,187 
4, ora 

40 
85 

231 

1, 006 
578 
406 
83 
1 

1,960 

1,482 
1,482 

118 

300 
64 

121 
185 

.185 

314 

Transfer 
pay­

ments 
and net 
interest 

paid 

1,282 

498 

174 
324 

784 

0 

9 
775 

19.W 

State 

Totnl 

2.3,890 

2,066 

034 

105 

1,383 
-166 

99 

13,079 

2,186 
7,260 

n,a, 
n,a. 
n.a, 

2,001 
041 

n.a. 

n.a, 
302 

42 

7,013 

2.10 

6,735 
6,660 

66 
26 

2 

396 

650 
210 
534 

Pay­
ments 
to local 
govern­
ments 

7,102 

9 

9 

5,375 

303 

4, 576 
n.a, 
n,a, 
n.a. 
482 

14 
n,n. 

n.a. 

1,220 

1,200 
1,187 

13 

20 

18 

534 

Fo 

Total 

16,728 

2,057 

025 

105 

1,383 
-165 

99 

7,794 

1,882 
2,084 

309 
2,057 

318 
2,200 

627 
233 

394 
302 

42 

5,787 

260 

5,636 
5,482 

,53 

2 

396 

532 
216 

own purpose 

Pm--
oliuscs 

of goods 
and 

services 

14,116 

1,441 

625 

105 

612 

99 

5,737 

1,873 

2, 612 
308 

2,057 
247 
323 

627 
233 

394 
302 

19 

5,787 

260 

,5,635 
r>, 482 

63 

o 

390 

5.12 
210 

Transfer 
pay­

ments 
and net 
Interest 

paid 

2,012 

CI 6 

771 
-155 

1,967 

9 

72 
1 

71 
1,886 

23 

6 

Local 

Total 

132,937 

4,313 

1.384 

419 

1, .539 
842 
120 

21,745 

3,391 

13,718 
13, 334 

98 
230 

1,905 

2,040 
1, .516 

947 
177 

1 

5,532 

326 

3,396 
3,129 

267 
2.58 

1,485 
140 
558 
781 
67 

133 

824 
26 

13S4 

Pur­
chases 

of goods 
and 

services 

29,708 

2,932 

1,384 

419 

1,000 

129 

20,321 

3,391 

13,713 
13,334 

98 
281 
570 

2,040 
1,516 

947 
177 

1 

6,532 

326 

3,306 
3,129 

267 
2,58 

1, 486 
140 
,558 
781 
67 

133 

821 
26 

Transfer 
pay­

ments 
and net 
Interest 

paid 

2,895 

1,381 

.539 
842 

1,424 

5 

5 
1,419 

* 

1, Includes local payments to State governments which cannot be allocated by function, .\mounts, in millions of dollars, a? follows: 1048, .$97; 1959, $364. 
n.a.—Not available. 

NoiE.-Oomparable data aro aval!al)le on request for 1929,1940,1942,1950,1962-68, 

Source: U.S. Department of Commerce, Olllce of Business Economics. 

file:///mounts


24 

of the greatly enlarged scale of govern­
ment operations. 

Eesponding to the greater yields to 
be obtained, shifts have occurred away 
from demand to time deposits, and 
from U.S. Treasury to corporate securi­
ties. The volume of investment by 
State and local agencies in their own 
obligations has shown little change. 

Government enterprises expand 

State and local government enter­
prise operations are to a large degree 
self-supporting and essentially of a 
commercial nature. As a consequence, 
their sales and purchases for current 
operations are consolidated in the 
national income accounts with the 
business rather than the government 
sector. Investment by these enter­
prises in capital equipment and new 
construction, however, is included as 
part of general government purchases 
of goods and services, net interest 
charges are consolidated with general 
government interest, and the current 
operating surplus has been treated as 
a component of government receipts. 
This treatment results in a correct 
statement of the current surplus or 
deficit for all government operations— 
including those of government enter­
prises—consistent with the definitions 
of saving in other parts of the economy 
as recorded in the national income and 
product framework. (See 1954 Na-
tional Income supplement to the 
SURVEY, p. 49.) 

Local enterprise activity accounts for 
more than two-thirds of the combined 
State and local enterprise operations, 
as seen in table 6. Operations of citj'-
public util i ty systems—water, elec­
tricity, transportation and gas—^make 
up three-fourths of the local total. 
Municipally owned water supplj' sj-̂ s-
tems are far more important than 
private companies in this area. Munic-
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ipal electric supply systems exceed in 
number those privately owned, although 
the amount of power produced by these 
public systems is only a small fraction 
of the total U.S. output of electricity. 
Other operations of local enterprises 
include airports which have expanded 
tremendously in the postwar period, 
terminals, port facilities, and housing 
developments. 

The major commercial activity of the 
State governments centers in the opera­
tion of liquor stores; 16 States maintain 
such liquor monopolies. The sharp rise 

Table 9.—Object Breakdown of State and 
Local Government Purchases of Goods 
and Services 

[Millions of dollars] 

State government pur­
cliases of goods and 
services 

Compensation of em­
ployees 

Wages and salaries 
Public education.... 
Nonschool 

Supplements to wages 
and salaries 

New construction 
Highways 
Educational 
Hospital and institu­

tional 
Another 

Other purchases 
Equipment 
other 

Local government pur­
chases of goods and 
services 

Compensation of em­
ployees 

Wages and salaries 
Public education.... 
Nonschool 

Supplements to wages 
and salaries 

New construction 
Highways 
Educational 
Hospital and institu­

tional 
Sewer 
Water 
AH other 

other pure bases 
Equipment 
other 

1929 1948 1953 1957 1900 

1,547 

661 
543 
160 
393 

679 
640 
51 

60 

307 
n.a. 
n.a 

5,624 

2,895 
2,825 
1,413 
1,412 

70 

1,652 
715 

68 
127 
126 
288 

1,077 
n.a. 
n.a, 

4,795 

2,: 
2,060 
554 

1,612 

1,466 
1,142 
105 

70 
143 

1,121 
123 
998 

19,435 

6,294 
6,061 
3,045 
3,010 

233 

2,174 
593 
510 

49 
300 
235 
487 

1,967 
208 

1,069 

7,645 

3,624 
3,292 
007 

2,385 

332 

2,606 
2,147 
163 

182 
124 

1,415 
104 

1,251 

17,221 

9,622 
9,202 
4,832 
4,370 

420 

4,637 
055 

1,652 

117 
620 
363 

1,130 

2,962 
466 

2,507 

11,922 

5,395 
4,851 
1,408 
3,443 

4,724 
3,784 
601 

179 
200 

1,803 
259 

1,544 

24,903 

14,129 
13,223 
7,284 
6,939 

900 

6,302 
091 

2,316 

130 
781 
563 

1,621 

4,472 
781 

3,691 

14,890 

6,900 
6,300 
1,800 
4,400 

000 

6,900 
n,a. 
n,n. 

n.a. 
n.a. 

2,100 
n.a. 
n.a. 

32,500 

18,200 
17,100 
9,900 
7,200 

1,200 

6,700 
n.a. 
n.a. 

n.a, 
OOfl 
600 

n,a. 

7,500 
n.a. 
n.a. 

NOTE.—Comparable data are available on request for 
1940,1942,1947,1949-52, 1954-56, 1968, and 1969. 

n.a,—Not available. 

Source: U.S. Department of Commerce, Offlce of Business 
Economics. 

March 1961 

in State enterprise activity from 1929 
to 1948 as seen in the table is attrib­
utable to the repeal of prohibition, and 
the introduction of liquor monopolies. 
Toll road revenues have increased in 
importance in the past decade, and 
currently account for about one-sixtli 
of the State enterprise total. 

Note on source material 

The expenditure, receipt, and related 
data in this review cover the operations 
of general government, government en­
terprises, and trust funds. The basic 
statistical materials come from tiie 
Census of Governments and other com­
pilations of tlie Governments Division 
of the Bureau of the Census. The data 
in these Census reports follow conven­
tional fiscal and budgetaiy accounting 
systems. Modification and regrouping 
of many of the component items are 
necessary to integrate this bodj'^ of data 
with the other components of the 
national income and product and thus 
render them more useful for economic 
analysis in this frame of reference. 

In summaiy, these adjustments re­
quire conversion of fiscal year Census 
figures to a calendar year basis, record­
ing of ta.xes on an accrual rather than a 
cash collection basis, and omission of 
net purchases of land and existing 
structures. The largest quantitative 
modification of Census data occurs as 
the result of the different treatment of 
government enterprises, which are 
treated here on a net rather than gross 
basis. Finally, unemployment com­
pensation fund operations are shown 
in the national accounts as part of 
Federal rather than State and local 
government. Statistical reconciliations 
on a fiscal year basis between the Census 
and national account data are regularly 
published in tlie annual detailed na­
tional income and product reviews. 
Alaska and Hawaii are excluded. 


